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REDLAW ENTERPRISES INC. 


Presidents Report 
to the Shareholders 


OPERATIONS 


The consolidated financial report for the 12 
month period ending December 31st, 1976, as that for 
the 10 month period ended December 31st, 1975, 
reflects the results from the operating activities of the 
wholly owned Brown-Bevis subsidiaries which 
represented the total operations of the Company. 


The level of operations of the Brown-Bevis | 
Companies, which sell and lease new and used heavy 


construction, industrial and mining equipment (such as 


cranes, sweepers, rock and sand plants and other _ 
materials handling equipment), and toa lesser e1 extent 


a at 


—tepair and service such types of equipment, remained 


static during the year due to the continuing depressed 
state of f California’s construction industry. Manage. 
~ ment had done its utmost to increase revenue and 
maintain profit levels through its program of control- 
ling overhead costs and seeking out specific off-shore 
market opportunities. However, due to the poor 
results management is carefully considering the merits 


of carrying on these operations in the future. A more 
complete analysis of these operations is found in the 

Discussion of the Summary of Operations section of 

this Annual Report. 

RECENT DEVELOPMENTS 

CHANGE IN CONTROL 


As reported in November of 1976, Bartaco — 


__Industries Limited purchased from Talcorp Associates 


| Limited 52 


Company and acquired an option to purchase the 
balance of Talcorp’s holdings, 9% of the outstanding 


~ shares of the Company. Upon the purchase, Messrs. 
Chandler, Murphy and I were elected as directors and 
Messrs. Chandler, Simpson and I were appointed 
officers of the Company. Messrs. Chandler, Murphy 
and I, through our management activities in Bartaco 
Industries Limited and its parent company, Galt 
Malleable Iron Limited, have been involved in the 
manufacturing of products for the U.S.-Canadian 
automotive parts and transportation industries. 


It is management’s aim to expand the Company’s The increasing needs of these market areas 


operations into these market areas so as to utilize present great promise for the Company’s future 
effectively the resources of the Company and the growth and prosperity. Management is intent on 
expertise of its new management. taking full advantage of the opportunities which are 


present and has already commenced its program to 
meet the challenges involved. 

ACQUISITION OF INTEREST IN 

F. L. JACOBS CO. 


In furtherance of the aforementioned goals of the 
Company, on June 9, 1977 the Company acquired a Douglas R. McKay ( (A, 
43% controlling interest in F. L. Jacobs Co. of Grand President Oy eee 


Rapids, Michigan, which through its Metalcraft 

Division is a well recognized supplier to the auto- 

motive industry. The Metalcraft Division is an original June 20, 1977 
equipment manufacturer of sheet metal stampings and 

assemblies for the automotive industry and, to a 

limited degree, also manufactures parts for the tele- 


vision and appliance industries. This acquisition is 
merely the first step in management’s program of 
applying the Company’s substantial cash reserves to 
successful operating businesses serving the automotive 
and transportation markets. 


Five Year Financial Review 


The following consolidated summary of income of Redlaw Enterprises Inc. is not reported upon herein by 
certified public accountants and should be read in conjunction with the Company’s consolidated financial statements 
appearing elsewhere herein. 


Year Ten months 
ended ended 
December December Years ended February 28, 
£.j3iig76 = 31, 1975 1975 1974 1973 
Revenues: a) aA 

Wet Sales twin ten ec niie Per aiene a eg ee eee 3,571,05 $2,079,010 $4,248,867 $2,904,569 $2,950,234 
Equipment rentals. ¥20. <6 os. sie sd ev 761,989 1,024,375 1,158,231 1,381,952 
Inferestiand ‘other-income+.- <<. > sae eee 486,666 422,477 606,401 210,541 131,166 


4,891,971 3,263,476 5,879,643 4,273,341 4,463,352 
Costs and expenses (b): 


CostioLsalesand rentalsweu sca te cee ee 3,387,580 1,879,840 3,632,898 2,728,449 3,102,390 
Selling, general and administrative............. 1,085,207 1,072,224 NESEY spas 1,323,680 133279 
ISOSS.ON- INVeStIMeHt. ese eee Ce _— —_ 293,409 — — 

Interest in.) o. ica ce rented See ree eee enerere — — IPR 39,433 53,511 


4,472,787 2,952,064 5,465,164 4,091,562 4,291,180 
Income from continuing operations before 
provision for taxes based on income and item 


shown below eek ests be seen sc Seba eae ea 419,184 311,412 414,479 181,779 72172 
Provision for taxes based on income ............. 197,000 131,000 202,000 46,000 53,000 


Income from continuing operations before 
cumulative effect on years prior to 1973 of 


accounting (changestas s fos ee ee to ee 222,184 180,412 212,479 135,779 119,172 
Discontinued operations (a): 
incoOme-trOnl Operations. ac. a eee eee _ — 302,702 1,398,651 1,355,962 
Gain on sale of operating assets............... — a 1,315,291 — —_ 
= -— 1,617,993 1,398,651 1,355,962 


Income before cumulative effect on years prior 

io L973" accounting Change... sateen 222,184 180,412 1,830,472 1,534,430 1,475,134 
Cumulative effect on years prior to 1973 of 

change in accounting for equipment inventory, 


less taxes based on income of $34,271 ......... ae. a es ares 642,952 
INGURNCOMG oe eee. e hance nen oe semen: $ 222,184 $ 180,412 $1,830,472 $1,534,430 $2,118,086 
Income per common share: a TSA a ae aE 

Contiuinip Operavions cave bee eee ee $.10 $.08 $.09 $.06 $.05 

Discontinued operations < as ok orate ne ee — —_ wl .61 .60 
Income before cumulative effect on years meas esi Lanta vr Hh 

prior to 1973 of accounting change ............ 10 .08 .80 .67 .65 
Cumulative effect on years prior to 1973 

OLaccountilie change eases at eee a _ _ _ .28 
INCE INCOME Gar oe to here ei ee pe ner ae $.10 $.08 $.80 .67 $.93 
Average number of common and common eae oF i cam ee, cur 

equivalent shares outstanding................. 2,213,999 213,595 2,284,953 2,288,739 2,288,739 


Notes to Five Year Financial Review 


(a) On June 28, 1974, the Company disposed of its plywood business. The Company realized a gain on sale of $1,315,291 
after a provision for taxes of $661,000. Operations of Fir Ply were as follows: 


Years ended February 28, 


1975 
1973 1974 (to date of sale) 
Revenues $14,885,358 $13,859,336 $6,622,046 
Costs and expenses 12,405,396 11,489,685 6,055,344 
Taxes based on income 1,124,000 971,000 264,000 
Income 3 1,355,962 3 1,398,651 $302,702 
Per common share $.60 $.61 $.13 


(b) Due to the Company’s method of accounting for equipment inventory in its continuing operations, it is not practi- 
cable to segregate cost of sales and other direct operating expenses applicable to sales and rentals. 
(c) No dividends on common stock were paid or declared during the period. 


(d) om Note 1 of Notes to Consolidated Financial Statements for a summary of the Company’s significant accounting 
policies. 


Discussion of the Summary of Operations 


The Company’s business experienced a RST BET a LE Pa CO re 
___ year ended February 28th, 1975 and has been-severely.affected by the depressed state of the construction industry during 


the ten months ended December 31st, 1975 and the year ended December 31st, 1976. 


The fiscal period ended December 31st, 1975 consists of only ten ‘months and, therefore, it is difficult to 
make meaningful comparisons with the years ended December 31st, 1976 and February 28th, 1975. 


Although net equipment sales and rentals increased to $4,405,305 in 1976, a decrease in gross profit 
margins was experienced. Gross profit margins decreased from 33.8% in 1975 to 23.1% in 1976. oOo & Le. ms A L 


During 1976 there were fifteen large sales of new equipment totalling $2,544,145, or 57.8% of total net_ 
equipment sales revenues, which carried an average gross profit rate of 12.1%. The bulk of these sales, 76.0%, were made 
for export with the remaining 24.0% made to governmental agencies. Sales to governmental agencies normally carry a 
smaller gross profit. The balance of net sales and equipment rental revenue for the calendar year 1976, amounting to 
$1,861,160 or 42.4%, carried a gross profit of 38.1%. However, a number of equipment sales included therein were the 
result of conversions from equipment rentals that provided options to purchase the equipment and as such carried a higher 
than normal rate of gross profit. 


Equipment rental revenues-amounted to $834,254. Although these revenues showed an increase of $72,265, 
or 9.5%, over similar revenues for the ten-month period ended December 31st, 1975, equipment rental revenues decreased 
in 1976 when compared to the ten-month 1975 period on an annualized basis. In addition, supplies and parts sales decreased 
by $248,443 in 1976. The decreases in gross profit margins on equipment sales, rental revenues and supplies and parts sales 
continue to reflect the depressed state of the construction equipment business in California. 


Selling, general and administrative expenses for the calendar year 1976 amounted to $1,085,207, or only 
1.2% over similar expenses for the ten-month period ending December 31st, 1976. Since this increase was spread over 
twelve months, in reality, selling, general and administrative expenses decreased in 1976. In 1976 decreases occurred in 
salaries and wages, legal and other controllable corporate expenses which were somewhat offset by noncontrollable ex- 
penses such as increases in property and other taxes and general and products liability insurance. 


Total interest and other income for the calendar year 1976 amounted to $486,666, or 15.2% over similar 
income for the ten-month period ended December 31st, 1975. This increase was spread over twelve months; hence, there 
was a relatively small decrease in this type of income in 1976. Some increase was shown in interest income only because 
invested average cash balances were higher in 1976 than in 1975 which helped offset the 1976 decline in rates of interest 
available on short-term investments. 


The provision for taxes increased $66,000 in 1976 as a result of an increase in pretax income and an 
increase in the Company’s effective tax rate from 42% in 1975 to 47% in 1976. This increase in the effective tax rate was 
primarily the result of a decrease in investment tax credits of $15,000 realized in 1976. The provision for taxes decreased for 
the ten months ended December 31st, 1975 from the year ended February 28th, 1975 as a result of a decrease in pretax 
income and a decrease in the Company’s effective tax rate from 49% to 42%. This reduction was due primarily to an 
increase in the effect of investment tax credits. 


Stock Market Information 


The following table shows the high and low reported sales prices per share of the Company’s common 
stock on the American Stock Exchange (ticker symbol RDL) for the periods indicated: 


First Second Third Fourth Full 
Quarter Quarter Quarter Quarter Year 
1977 $25,-2 a 
1976 3%-2% S3%-24, 3-2) 52 Vh *S%e-Vh 
1975 2%- 1% 24-17% 3%4-2% SYy- 2% 3%-1% 


REDLAW ENTERPRISES INC. 


Consolidated 
Assets 
December December 
31, 1976 31, 1975 
CURRENT ASSETS: 
Cash, including short-term investments 
at cost of $6,897,685 in 1976 and 
$5°769.219 in 1975S Sat i we Oe oe eee ee oer $ 7,274,501 $6,230,372 
Notes and accounts receivable, less 
allowance for doubtful accounts 
of $9,333 in 1976 and $31,204 in 
AG 7S. Aes. Sta hint siaeod & «tesakaateveta 0, Seale. @ Gebietes NRO ctor Mice ena he ete eens 389,130 320,710 
Inventories. (Notesi]: and 2) 24) 5.625 ono ec cee 0 eae center eet eI ee eee 2,102,196 2,841,188 
Prepaid expenses and depositS 3.2%... cass sei cetun ee ee ei e nee 3,688 10;375 
‘otal current-assets 3-3. os orga toe snr en ee 9,769,515 9,402,645 
INVESTMENT IN REAL PROPERTY, at cost 
less accumulated depreciation of 
$38,040 in 1976 and $32,331 in 1975 
CIN OBE porate aatesee esteem sveee Mec iD sb u/s bx abeatds Bi cadets he tein fees ae ea Te Re 217,944 223,653 
PROPERTY, PLANT AND EQUIPMENT, at cost 
(Note 1): 
DEAL Varese cs ein See Pa iether al Seid lore tale Tien be eee eee Lorne 83,138 83,138 
Buildings andimprovements:...0. «eee ee ese ee eee ee 197,158 197,158 
Machinéry-and equipmenty.. +. cece che eee eee ee 94,626 103,284 
374,922 383,580 
Less:accumulateddepreciation 01 1 poe eso ace ae 137,021 130,555 
NEC DrIoperty, plant ang equipment a: eee 237,901 Pie Ute) 
$10,225,360 $9,879,323 


See accompanying notes. 


alance Sheet 


Liabilities and Stockholders’ Equity 


CURRENT LIABILITIES: 
PA CCOMIILS DaVa DIC ariaeeetie see iis fa c's c 


Ce 2 | 


iPancesDascd. Ol INCOMeCNOLESL. 3. ANG O).. 5 sarc sues vs cides ore secs coe 


Accrued compensation and related EXpenseS. <<. 5.4. 0+6ssccsescccseeesce 


Othemlabilitiesi-. weet eae oo 


eee eee eee eee eee ee ee eee eee eee eeee 


ee eee eee eee eee ee eee see eee ee eeees 


COMMITMENTS AND CONTINGENCIES (Note 6) 


STOCKHOLDERS’ EQUITY: 


Common stock, $.50 par value; 10,000,000 


shares authorized, 2,291,378 shares 
ISSHECUCINOLESD) Inter nnn See een ate 


AIG IN Cd Pat Aliencn. eee eee etre sls salt 


Retained earnings (Note 4) ........... 


DENS Eli) SAULTCASUTY SHATCSa AL COSE .tctarete eters coe stata Sule ow 9 ale shea elslelein's 5 


Total stockholders’ equity 


eee eeer eer ere cere reer ee eee eee eee ee 


aia je e116 6 0] €. © © 0) S 6108 6 66 6.60 6 © 0 © © 6 © 0 6 0 6 


ee 


@. 8 6, © @ (610) & @ 1b o)a".b © 6)\6 bre (0106 6:6) 6 0) w) 4 0) ea\"0) 0 


December 


31,1976 


$ 105,497 
614,393 
44,040 
24,265 


788,195 


33,340 


1,145,689 


1,355,947 


6,952,074 


9,453,710 


49,885 
9,403,825 


$10,225,360 


December 
311975 


$ 90,833 
443,267 
69,722 
61,975 


665,797 


31,885 


1,145,689 
1,355,947 
6,729,890 
972315526 

49,885 
9,181,641 


$9,879,323 


REDLAW ENTERPRISES INC. 


Consolidated Statement of Income 
Ten months 
Year ended ended 
December December 
31, 1976 aT e975 
REVENUES: 
INGE SALES oi Sogn Sesh a terete hah hae Sheela Bin hake eu ecares «rn EO ONCE ee oma $3,571,051 $2,079,010 
Equipment: rentals -22%:.-teimtet coins we ciecln ec canine © ea mrad emhonte eae oie oe 834,254 761,989 
Interest:and: other income trcciae aces ance oe bese see ae Pee eerste etait 486,666 422,477 
4,891,971 3,263,476 
COSTS AND EXPENSES (NOTES 1 and 2): 
Costof/sales;and ‘Tentals ence sees vc ook eos eal ae See ee eats Gee ee 3,387,580 1,879,840 
Selling. general and administrative... 2. as eee theese ete eee eae 1,085,207 _1,072,224 
4,472,787 2,952,064 
INCOME BEFORE PROVISION FOR TAXES 3 
DASGCION INCOME). meres site age ati neck cep ls ater tiael mee et an 419,184 311,412 
PROVISION FOR TAXES based on income 
CINOfE:3 io. GLANS eee eit th das aia tel acu heen vere e ase ee eres 197,000 131,000 
NETSINCOME <2 5 s0 ib stear ety ceva. cise ere ieta is See i ae REC ECE $ 222,184 $ 180,412 
NET INCOME PER COMMON SHARE, based 
on the average number of common 
SHALES OUISTANCINI DP eee Ne hee cic stare ets ee eon ea ere ae ee ee $.10 $.08 
See accompanying notes 
Consolidated Statement of 
g a) 
Stockholders’ Equity 
Common Paid-in Retained Treasury 
stock capital earnings stock Total 
Balance February 28, 1975, as previously reported. . $1,145,689 $1,355,947 $6,423,494 $(49,885) $8,875,245 
Net recovery from settlement of 
lawsuit ONote-4) inact ss wee ace ee — — 125,984 _— 125,984 
Balance February 28, 1975, as restated............ 1,145,689 1,355,947 6,549,478 (49,885) 9,001,229 
NOT INCOME: a2. 7 sue eae RTE iG ns Cntdateas — — 180,412 — 180,412 
Balance December SI o Jo mere occ ck ac ut 1,145,689 1,355,947 6,729,890 (49,885) 9,181,641 
Netrincome.'s 5.13 chee eee st caer es eee — — 222,184 — 222,184 
Balance December 3 e119 7G erie © os ow vs $1,145,689 $1,355,947 $6,952,074  $(49,885) $9,403,825 


See accompanying notes. 
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REDLAW ENTERPRISES INC. 


Consolidated Statement of 
Changes in Financial Position 


Working capital was provided by: 
Net income 


Working capital provided from 


OPEFALIONS. on teta tree te wah ne 


Working capital was used by: 
Additions to property, plant and 


EGUIDIIEN tense meees Cee ene Gen ene eek eee OE 


BF CteAceMIWOEK INO CADILAl aa 4 tered oe einen ote aly eee es ae 


Changes in components of working capital: 
Increase (decrease) in current assets: 


Cash, including short-term investments .................05- 
INOteS and accounts receivable waver seca eae. fe ete See 
PIIVEMLOLICS SY ore Sefer ve hark we tee or eh ede a Brae Oe Le kee 


(Increase) decrease in current liabilities: 


PECCOUNCS DAV AULC casas uc cde ass aie tik o's Sone SORA oo ate Sees 
aK eSHD ASC. OM LICOMEC-mirretier. s.s/5 calerithe trans cule wee ee 


Accrued compensation and related 


PXPCTSES EU ee ec arc aid Sanieuti nce arene en peal 
Otherliabilities: wy cee ee ee eter eck 


See accompanying notes. 


OS 8) 10 185 80S 8 efr6) 10/5610 8\6) 0 R10 10" .6 14) 86), oi) Je).o(e abies) o'61e) 1): 64,6, slenalene’ ss) 6Fe 


AACS RINE, 6:1,07 (010: 18; (6) 16.16). 0, 5.8/8) (e810) /0) 81 (a ve N@ ‘el 18 6L16)18! b 8) :w' 6) -si18),@,' 6; a) 6, 0110. 6) 6: 8) wl ae 


210) 0 (016 ©) 6) (0) We) 4 (0! 0): ie 10) e601 6 0 6 6, 08 10 6 0-0 


2. '@: (68 s/o! e 10,e! (e'\/a, 8: Ge) 04,8 e)  8 ute 6 6's w 6) e666. 86 <0. 66. 


Year ended 
December 
31, 1976 


$ 222,184 
30,367 


PER ERS 
276 
1,455 
254,282 


9,810 
9,810 


$ 244,472 


$1,044,129 
68,420 
(738,992) 

( 6,687) 
366,870 


( 14,664) 
(171,126) 


25,682 
37,710 
(122,398) 


$ 244,472 


Ten months 
ended 
December 
31, 1975 


$180,412 
34,319 


214,731 
80,844 
810 
296,385 


12,104 
12,104 


$284,281 


$760,975 
(504,616) 
( 70,649) 
( 9,586) 

176,124 


203,191 
( 48,907) 


( 46,361) 
234 
108,157 


$284,281 


REDLAW ENTERPRISES INC. 


Notes to Consolidated Financial Statements 


December 31, 1976 


1. Summary of significant accounting policies 
Consolidation and basis of presentation 


The consolidated financial statements include the accounts of the Company and its wholly-owned 
subsidiaries. Intercompany profits, transactions and balances have been eliminated in consolidation. In 1975 Talcorp 
Associates Limited acquired a 40% interest in the Company from Equity Enterprises Limited, the Company’s former 
parent and in 1976 acquired an additional 20%. In November 1976 Bartaco Industries Limited, a subsidiary of Galt 


Malleable Iron Limited, acquired 52% interest in the Company from Talcorp Associates Limited. 


In December 1975 the Company obtained stockholder approval for a change in its name from 
Hemdale Enterprises Inc. to Redlaw Enterprises Inc. In October 1975 the Board of Directors resolved to change the 


Company’s fiscal year end to December 31 from February 28. 


Inventories 


New equipment held for sale or lease is stated at the lower of cost (specific identification) or market. 


The principal activity of the Company’s equipment business is the sale of heavy construction and 
mining equipment. The Company, however, may enter into leasing arrangements under which its equipment is leased 
to customers for periods ranging from several months to six years (accounted for by the operating method). The cost 
of equipment on lease is amortized against operations in an amount equal to 80% of the lease revenue until the 
equipment is sold or its original cost, less a 15% residual value, has been recovered through lease revenue. When 
equipment comes off lease its carrying value may be reduced to not less than 50% of the estimated cash selling price. 


Used equipment on hand or leased to customers is stated at the lower of unrecovered cost or market. 


Market on equipment is determined on the basis of management’s estimates of the net realizable 
value of each item in inventory. These estimates reflect existing market conditions and are reduced by costs of 


disposal and an allowance for a reasonable profit margin. 
Parts and supplies are valued at the lower of cost (first-in, first-out) or market. 


Depreciation 


The Company depreciates plant and equipment and investment in real property over their estimated 
useful lives (5-25 years for buildings and improvements and 3-8 years for machinery and equipment) using declining- 
balance methods until depreciation provided thereunder is less than that available using the straight-line method. 


Thereafter, depreciation is provided on the straight-line method based upon remaining asset cost and life. 


Investment tax credits 


Investment tax credits applicable to acquisitions of plant and equipment are applied on the flow- 
through method as a reduction of the provision for federal income tax. Investment tax credits applicable to equipment 


in inventory are applied as a reduction of the provision for federal income tax as the possibility of recapture ceases. 
2. Inventories 


Inventories consist of the following: 


December December 
31, 1976 311975 
Equipment: 

Held for sale or lease: 
IN EGG 5 cia aie eee eRe eee alc cre Meals nota ta atee cede Pee aane (ele inayat ae ieee $ 894,107 $ 922,878 
Used i ice er soc bow OSes Gaeta bow Se ge ote ete re enter ace eine 379,821 409,180 
CPN LCASE Se Scie eee eee TRI Cre ek we Canine a oe aT Cee e eke ees nara an eerie 689,931 1,293,071 
Parts-and supplies rctecter tte fics a sra.e e006 Siem Wo fades tiered Minera Tony GAO IS ga 138,337 216,059 
$2,102,196 $2,841,188 


The carrying value of equipment on leases which extend beyond one year amounted to approximately 
$200,000 at December 31, 1976 and $725,000 at December 31, 1975. During the term of a lease, the equipment is 


available for purchase by the lessee whether or not a formal option is given. 


10 


3. Taxes based on income 


The Company files a consolidated federal income tax return. The provision for taxes based on income is 
comprised of the following: 


Year ended Ten months ended 
December 31, 1976 December 31, 1975 
Current Deferred Total Current Deferred Total 
Federal $213,000 $(58,000) $155,000 $ 10,000 $ 98,000 $108,000 
State 42,000 — 42,000 23,000 — 23,000 
$255,000 $(58,000) $197,000 $ 33,000 $ 98,000 $131,000 


—____. 


The deferred portion of the provision for taxes based on income results primarily from the difference 
between investment tax credits recorded for book purposes and the amount taken for tax purposes. Investment tax 
credits deferred as a result of the policy described in Note 1 approximate $135,000 at December 31, 1976 and $185,000 
at December 31, 1975. Investment tax credits of approximately $14,000 for the year ended December 31, 1976 and 
$29,000 for the ten months ended December 31, 1975 were applied as a reduction of the provision for taxes. 


The following summarizes the differences between the provision for taxes based on income and the 
federal statutory rate: 


Ten months 
Year ended ended 
December December 
31, 1976 31, 1975 
Statutory federal tax rate 48% 48% 
Investment tax credit (3) (9) 
Provision for state income taxes 
net of federal tax benefit 2) 4 
Other Q)_ AL)” 
Effective tax rate 47% 42% 


4. Lawsuit recovery 
In June 1976 the Company received $275,000 from an out-of-court settlement of a lawsuit related to 
an investment written off in 1971. Retained earnings at February 28, 1975 was credited for the net recovery of 
$125,984 (net of related legal fees of $9,016 and taxes based on income of $140,000). The Company received a similar 
settlement in February 1975 related to the same write-off which also was recorded as a prior period adjustment. 


5. Stock option plan 


The Company has a nonqualified stock option plan providing for the granting of options for the 
purchase of up to 75,000 shares of the Company’s common stock to key employees of the Company and its 
subsidiaries. At December 31, 1976, 75,000 shares are available for future grant. 


6. Commitments and contingencies 
Lease commitments 
The minimum rental commitments under noncancelable leases with an initial or remaining term of 
more than one year from December 31, 1976 for land and buildings approximated $173,000 (net of sublease income 
of $130,000) and are due as follows: 1977 — $64,000, 1978 — $64,000, 1979 — $43,000 and 1980 — $2,000. The 
minimum rental commitments shown are net of sublease income of $65,000 in 1977 and 1978. 
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REDLAW ENTERPRISES INC. 


Notes to Consolidated Financial Statements (continued) 


Rental expense on leases for periods of approximately one month or more was $74,000 (net of 
sublease income of $65,000) for the year ended December 31, 1976 and $61,000 (net of sublease income of $54,000) 
for the ten months ended December 31, 1975. 


Litigation 

On July 7, 1975, a shareholders’ derivative action was commenced in the Court of Chancery of the 
State of Delaware, County of Newcastle, against the Company, one of its current directors, five of its former 
directors, Equity Enterprises Limited (Equity) and Hemdale Leisure Corporation (HLC), an affiliate of Equity. The 
plaintiff, alleges, among other things, (1) that certain transactions between the Company and HLC related to an 
investment written off in the year ended February 28, 1975 were on terms unduly favorable to HLC, (2) that the 
plywood business of Fir Ply (a former subsidiary) was sold for an inadequate consideration in order to raise cash for 
the activities of Equity and HLC, (3) that proceeds of the Fir Ply sale have not been put to productive use by the 
Company, and (4) that, by reason of the foregoing, the individual defendants and Equity breached their fiduciary 
duties to the Company. On September 9, 1975, the action was dismissed without prejudice as to four of the five 
former directors of the Company. The Company, Equity and the remaining individual defendants have filed answers 
denying the allegations of the complaint. The lawsuit is presently in the early stages of discovery and no opinion of 
the ultimate outcome can be determined at this time. Management believes that the resolution of this matter will not 
have a material effect on the consolidated financial statements. 


Taxes based on income 
The Company’s federal income tax returns for the years ended February 28, 1974 and 1975 and the 
ten months ended December 31, 1975 are currently being reviewed by the Internal Revenue Service. Certain prelimi- 
nary adjustments which could have a material effect on the financial statements have been proposed by the agent 
relating to the Company’s taxable income for the years ended February 28, 1975 and 1974. No provision has been 
made for any additional assessment of tax as the eventual settlement amount is not determinable. However, manage- 
ment believes that a settlement, if any, will not materially affect the consolidated financial statements. 


REPORT OF CERTIFIED PUBLIC ACCOUNTANTS 


The Board of Directors and Stockholders 
Redlaw Enterprises Inc. 


We have examined the accompanying consolidated balance sheet of Redlaw Enterprises Inc. at 
December 31, 1976 and the related consolidated statements of income, stockholders’ equity and changes in 
financial position for the year then ended. Our examination was made in accordance with generally ac- 
cepted auditing standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. We have previously made a similar 
examination of the consolidated financial statements for the ten months ended December 31, 1975. 


In our opinion, the statements mentioned above present fairly the consolidated financial 
position of Redlaw Enterprises Inc. at December 31, 1976 and December 31, 1975 and the consolidated 
results of operations and changes in financial position for the periods then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis during the period. 


Corckur ae ope 
s 
Los Angeles, California 


February 28, 1977 
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